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Financial Highlights

(Dollars in millions, except per share data)

Statement of Earnings Data: 2012 2011 2010 2009 2008
Revenue $ 3,797.6 $ 41730 $ 41997 $ 38799 $ 45284
Cost of revenue M@ 2,397.6 2,592.4 2,680.2 2,570.1 2,993.8
Gross profit 1,400.0 1,580.6 1,519.5 1,309.8 1,534.6
Research and development 3727 ' 3745 369.0 375.3 423.3
Selling, general and administrative @ 804.1 761.2 701.2 647.8 807.3
Restructuring and related charges @ 36.1 20 24 706 26.8
Operating expense 1,212.9 1,137.7 1,072.6 1,093.7 1,257.4
Operatipg income M@ G 187.1 4429 446.9 216.1 277.2
Interest (income) expense, net 29.6 29.9 26.3 214 6.1)
Other (income) expense, net (0.5 (0.8) (1.2 46 74
Net impairment losses on securities - - 0.3 31 -
Earnings before income taxes "'@® 158.0 413.6 4215 187.0 275.9
Provision for income taxes * 51.7 92.7 81.5 411 35.7
Net earnings M @@ @ $ 1063 $ 3209 $ 3400 $ 1459 $ 2402
Diluted net earnings per common share (@ ® @ $ 1.53 $ 412 $ 4.28 $ 1.86 $ 2.69
Shares used in per share calculation 69.5 779 79.5 78.6 89.2
Dividends declared per share $1.15 $0.25 - - -
Statement of Financial Position Data:

Cash, cash equivalents and current marketable securities $ 9058 $ 1,1494 $ 1,217.2 $ 1,1325 $ 9733
Working capital 478.5 1,085.5 1,023.3 948.9 805.2
Total assets 3,523.4 3,637.0 3,705.2 3,354.2 3,265.4
Total debt 649.6 649.3 649.1 648.9 654.2
Stockholders’ equity 1,281.2 1,391.7 1,394.3 1,013.6 812.1
Other Key Data:

Net cash from operations © $ 41341 $ 3910 $ 5204 $ 4022 $ 4821
Capital expenditures $ 1622 $ 1565 $ 1612 $ 2420 $ 2177
Debt to total capital ratio © 34% 32% 32% 39% 45%
(1) The Company acquired Brainware, Isys and Nolij in the first quarter of 2012, F g and Op g income (loss) included in the table above for 2012 were $156.0 million and

$(72.2) million, respectivety. The Company incurred pre-tax charges of $60.3 milion in 2012 related to acqmsmons lncludlng $41.4 million related to amortization of intangible assets and $18.9 million
of other acqwsmon-related costs and integration expenses. Amortization of intangible assets is included in Cost of revenue, Selling, general and administrative and Research and development in the
amount of $27.2 million, $13.3 million and $0.9 million, respectively. Other acquisition-related costs and integration expenses are included in Selling, general and administrative. As the Company
acquired Acuo on December 28, 2012, the post-acquisition financial results of Acuo were immaterial to the Company’s Consolidated Statement of Eamings.

The Company acquwed Pallas Athena on October 18, 2011. F i and O ing income (loss) included in the table above for 2011 were $34.8 million and $(29.6) million,

The C d pre-tax charges of $24.5 million in 2011 related to acquisitions, including $21.2 million related to amortization of mtan'geble assets and $3.3 million of other
acquisition -refated costs and integration expenses. Amortization of intangible assets is included in Cost of revenue, Selling, general and administrative and Research and development in the amount
of $15.5 million, $5 3 mllllon and $0.4 million, respectively. Other acquisition-reiated costs and integration expenses are included in Selling, general and administrative.

The C ti on June 7, 2010. Perceptive Software Revenue and Operating income (loss) included in the table above for 2010 (subsequent to the acquisition) were
$37.3 million and $(16. 1) million, respectively. The Company incurred pre-tax charges of $19.1 mitlion in 2010 related to acquisitions, primarily Perceptive Software, including $12.0 million related
to amortization of intangible assets and $7.1 million of other acquisition-related costs and integration expenses. Amortization of intangible assets is included in Cost of revenue and Selling, general
and administrative in the amount of $9.1 million and $2.9 million, respectively. Other acquisition-related costs and integration expenses are included in Selling, general and administrative.

(2) Amounts in 2012 inctude restructuring-related charges and project costs of $121.8 million. Restructuring-related charges of $29.5 mitlion and $19.9 million related to accelerated depreciation are
included in Cost of revenue and Selling, general and administrative, respectively. Restructuring-related charges of $17.7 million related to excess components and other inventory-related charges
were incurred in Cost of revenue, and $0.6 million and $1.5 million, respectively, of impairment charges related to long-lived assets held for sale were incurred in Cost of revenue and Selling,
general and administrative. Restructuring-related charges of $36.1 million relating to employee termination benefits and contract termination charges are included in Restructuring and related
charges. Restructuring-related project costs and pension and post-retirement related expenses of $8.6 million and $7.9 mitlion, respectively, are included in Selling, general and administrative.

Amounts in 2011 include restructuring-related charges and project costs of $29.9 million. Restructuring-related charges of $4.5 million and $2.4 million related to accelerated depreciation on certain
fixed assets are included in Cost of revenue and Selling, general and administrative, respectively. Restructuring-related charges of $4.6 million relating to the impairment of long lived assets held for sale
are included in Selling, general and administrative. Restructurlng—related charges of $2.0 million relating to employee termination benefits and contract termination charges are included in Restructuring
and related charges. Project costs of $0.7 million are included in Cost of revenue, and $15.7 million are included in Selling, generat and administrative.

Amounts in 2010 include restructuring-related charges and project costs of $38.6 million. Restructuring-related charges of $4.1 million and $1.8 million related to accelerated depreciation on certain
fixed assets are included in Cost of revenue and Selling, general and administrative, respectively. Restructuring-related charges of $2.4 million relating to employse termination benefits and contract
termination charges are included in Restructuring and related charges. Project costs of $13.3 million are included in Cost of revenue, and $17.0 million are included in Selling, general and administrative.
Amounts in 2009 include restructuring-related charges and project costs of $141.3 million. Restructuring-related charges of $41.4 million and $0.1 miltion related to accelerated depreciation on certain
fixed assets are included in Cost of revenue and Selling, general and administrative, respectively. Restructuring-related charges of $70.6 million relating to employee termination benefits and contract
termination charges are included in Restructuring and related charges. Project costs of $10.1 million are included in Cost of revenue, and $19.1 miltion are included in Selling, general and administrative.

Amounts in 2008 include restructuring-related charges and project costs of $92.7 million. Restructuring-related charges of $27.2 million and $8.1 million related to accelerated depreciation on certain
fixed assets are included in Cost of revenue and Selling, general and administrative, respectively. Restructuring-related charges of $26.8 million relating to employee termination benefits and contract
termination charges are included in Restructuring and related charges. Project costs of $15.3 million are included in Cost of revenue, and $15.3 million are included in Selling, general and administrative.
(3) Amounts in 2012, 2011, 2010, 2009, and 2008 include $23.9 million, $22.4 million, $19.4 million, $20.7 million, and $32.8 million, respectively, of pre-tax stock-based compensation expense.
(4) Amounts in 2010 include a $14.7 million benefit from discrete tax items mainly related to audits concluding, statutes expiring, and true-ups of prior year tax retums.
Amounts in 2008 include an $11.6 million benefit from discrete tax items mainly related to audits concluding and statutes expiring.
(5) Cash flows from investing and financing activities, which are not presented, are integral companents of total cash flow activity.
(6) The debt to total capital ratio is computed by dividing total debt (which includes both short-term and long-term debt) by the sum of total debt and stockholders’ equity.
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Paul Rooke
Chairman and CEO

To My Fellow Shareholders,

Once again in 2012, we significantly advanced Lexmark’s hardware and software technologies, products and
solutions, enabling the company to enter 2013 with an even stronger, smarter laser line and powerful new content
and process management software. We also enhanced Lexmark’s capabilities and competitive position in both
managed print services (MPS) and Perceptive Software through the acquisition of four software companies.

Our achievements in 2012 mark good progress in our transformation from a hardware-centric to a solutions-centric
provider. We remain focused on helping our customers grow their business by delivering industry-specific, scalable
imaging and software solutions that simplify workflow and harness the power of information.

Lexmark'’s 2012 financial results were highlighted by our fourth consecutive year of record gross profit margin
percentage and eleventh consecutive year of positive free cash flow. Our ongoing capability to generate free
cash flow is fueling our transformation and enabling the continuing return of capital to shareholders.

Imaging Solutions and Services Advancements

Imaging Solutions and Services (ISS) continued to gain market share in the high-usage large workgroup
segment. This segment represented more than three-quarters of Lexmark’s hardware revenue in 2012.

In fact, Lexmark delivered a fourth consecutive year of market share growth in this category, a clear indicator of our
success in higher usage market segments. Thanks to our deep domain expertise and the new smart laser products
announced in 2012, we are very well positioned to continue differentiating ourselves from competitors in 2013.

In 2012 we announced one of the most significant laser launches in Lexmark history, including a broad array of
new, solutions-capable smart multifunction products (MFPs).

These smart devices further leverage the increasing strength of our Perceptive Software portfolio and enhance
one of the most lauded imaging and output portfolios in the industry.

Expanding Solutions Capabilities

Perceptive Software rapidly expanded in 2012 driven by organic growth and four acquisitions. Each acquisition
- Brainware, Nolij, ISYS and Acuo Technologies — was folded into Lexmark’s Perceptive Software division.

Two of these acquisitions, Nolij and Acuo Technologies, strengthened our expertise and offerings in two of our
key vertical industries, education and healthcare.

Brainware and ISYS differentiate Perceptive Software’s offerings by enabling customers to capture and search
for information and documents faster and more efficiently, improving their employees’ workflow capabilities
through innovative technologies.

Through these acquisitions and Perceptive Software’s development programs we are seeing synergies that
are immediately benefitting Lexmark’s smart MFP offerings. In 2012, we launched Lexmark Distributed Intel-
ligent Capture, a solution that helps customers intelligently capture documents remotely; and Lexmark Secure
Content Monitor, a solution designed to help customers capture and monitor documents for security leaks on
our smart MFPs, regardless of whether the information is printed, scanned, copied or faxed.



Lexmark Is a Recognized Leader

In 2012, four of the industry’s most influential and well known market analyst firms recognized Lexmark’s global
MPS expertise by selecting the company as a leader in each of their respective, global annual rankings. One of
these firms also positioned the company as an industry leader in its printer and MFP rankings for the second
consecutive year.

Lexmark’s prowess in MPS and device technology is evident in the customer wins we announced last year.
MPS wins include well-recognized globa! brands such as Anheuser-Busch. Other wins include well-known
companies and brands such as global energy leader Statoil, the United States Department of Agriculture and
the Federal Aviation Administration.

Perceptive Software also announced a number of significant wins for its software offerings in 2012, including
the University of Kansas, Siemens and the ING Group. Specific to the healthcare segment, Perceptive Software
also received accolades as a leader for the sixth year in a row by one of this industry’s most prestigious and
well-respected research firms.

Financial Results Reflect Challenging Global Economy, Transformation

Lexmark’s revenue was down in 2012 as the company continued to manage against a challenging global eco-
nomic environment, negative currency headwinds, and the significant but diminishing impact of declining inkjet
exit revenue.

The company took necessary but difficult actions in 2012 to exit our inkjet technology business and focus our
resources and investments on higher value imaging and software solutions that will drive growth across the
organization. This restructuring action is expected to deliver savings of approximately $85 million in 2013.

The higher value segments of our business saw growth in 2012; Perceptive Software had strong double-digit
growth and MPS revenue also grew throughout the year.

For the fourth year in a row, Lexmark achieved record gross profit margin. For the eleventh consecutive year the
company had positive free cash flow and generated $416 million of cash from operations in 2012.

Lexmark remains committed to its stated long-term operating margin percentage target of 11 to 13 percent.

Focused on Delivering Value to Our Shareholders

Our disciplined capital allocation framework is comprised of two elements - return of capital to shareholders
and driving future shareholder value through expanding and growing our solutions and software capabilities.

Since mid-2011 Lexmark has returned more than $500 million through dividend payments and share repur-
chases while remaining focused on aggressively building and growing our solutions and software offerings.

In 2012, we paid a dividend of $1.15 per share totaling $79 million and repurchased 8.1 million of the company’s
shares for $190 million. We remain confident in Lexmark’s ability to continue to generate positive free cash flow
as we have in each of the past 11 years.

Our People Make the Difference

| am extremely proud of our talented employees around the world who are committed to our vision of Customers
for Life. As we shift our strategy, our focus on the customer remains at the very heart of everything we do. We
built our company around the fundamentals of listening carefully and anticipating the needs of our customers -
working to create innovative, industry-specific, customer-specific solutions.

To our customers, our investors, our business partners and our employees, thank you for your continued support.

Sincerely,

Tal kb

Paul Rooke
Chairman and CEO
Lexmark International, Inc.
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Forward-Looking Statements

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended. All statements, other than statements of historical fact, are forward-looking
statements. Forward-looking statements are made based upon information that is currently available or
management’s current expectations and beliefs concerning future developments and their potential
effects upon the Company, speak only as of the date hereof, and are subject to certain risks and
uncertainties. We assume no obligation to update or revise any forward-looking statements contained
or incorporated by reference herein to reflect any change in events, conditions or circumstances, or
expectations with regard thereto, on which any such forward-looking statement is based, in whole or in
part. There can be no assurance that future developments affecting the Company will be those
anticipated by management, and there are a number of factors that could adversely affect the
Company’s future operating results or cause the Company’s actual results to differ materially from the
estimates or expectations reflected in such forward-looking statements, including, without limitation, the
factors set forth under the title “Risk Factors” in Item 1A of this report. The information referred to
above should be considered by investors when reviewing any forward-looking statements contained in
this report, in any of the Company’s public filings or press releases or in any oral statements made by
the Company or any of its officers or other persons acting on its behalf. The important factors that
could affect forward-looking statements are subject to change, and the Company does not intend to
update the factors set forth in the “Risk Factors” section of this report. By means of this cautionary
note, the Company intends to avail itself of the safe harbor from liability with respect to forward-looking
statements that is provided by Section 27A and Section 21E referred to above.



Part |
Item 1. BUSINESS
General

Lexmark International, Inc., (“Lexmark” or the “Company”) is a Delaware corporation and the surviving
company of a merger between itself and its former parent holding company, Lexmark International
Group, Inc., (“Group”) consummated on July 1, 2000. Group was formed in July 1990 in connection
with the acquisition of IBM Information Products Corporation from international Business Machines
Corporation (“IBM”). The acquisition was completed in March 1991. On November 15, 1995, Group
completed its initial public offering of Class A Common Stock and Lexmark now trades on the New
York Stock Exchange under the symbol “LXK.”

Lexmark makes it easier for businesses of all sizes to improve their business processes by enabling them
to capture, manage and access critical unstructured business information in the context of their business
process while speeding the movement and management of information between the paper and digital
worlds. Since its inception in 1991, Lexmark has become a leading developer, manufacturer and supplier of
printing, imaging, device management, managed print services, document workflow, and more recently
business process and content management solutions. The Company operates in the office printing and
imaging, enterprise content management (“ECM”), business process management (“BPM”), document
output management (“DOM”), intelligent data capture and search software markets. Lexmark’s products
include laser printers and multifunction devices, dot matrix printers and the associated supplies/solutions/
services, as well as ECM, BPM, DOM, intelligent data capture, search and web-based document imaging
and workflow software solutions and services. Lexmark develops and owns most of the technology for its
printing and imaging products and its software related to managed print services and content and process
management solutions. The Company acquired Perceptive Software, inc. (“Perceptive Software”), a leading
provider of enterprise content management software and document workflow solutions, in the second
quarter of 2010 and acquired Pallas Athena, a leading provider of business process management,
document output management and process mining and discovery software in the fourth quarter of 2011.
The acquisitions build upon and strengthen Lexmark’s industry workflow solutions and managed print
services (“MPS”) capabilities and allow the Company to compete in the faster growing content and process
management software solutions markets. In keeping with this strategy and with the goal of becoming an
end-to-end solutions provider, Lexmark acquired Brainware in February of 2012, and ISYS and Noljj in
March of 2012. Brainware’s intelligent data capture platform extracts critical information from paper
documents and electronic unstructured content enabling customers to more efficiently perform business
processes. ISYS’s search solutions deliver powerful text mining and enterprise and federated search
capabilities across a wide range of platforms enabling customers to facilitate rapid discovery of critical
intelligence for more informed decision making. Nolij's software is a fully web-based document imaging and
workflow platform that includes innovative, native support for mobile devices and forms processing
capabilities, focused on the education market. In December of 2012, Lexmark acquired Acuo Technologies,
LLC (“Acuo”). Acuo is a leader in the vendor neutral archive software segment that resides within the high
growth enterprise clinical management and medical imaging software and services market. Acuo, when
combined with Lexmark’s Perceptive Software healthcare content and process management solutions, will
enable customers to deploy a single, enterprise-wide access platform for unstructured clinical content via an
electronic medical record (“EMR”) system. The Company continues the transition to a solutions company as
it shifts from a hardware-centric company to a solutions company providing end-to-end solutions that allow
customers to bridge the paper and digital worlds and the unstructured and structured content/process
worlds.

The Company is primarily managed along two segments: Imaging Solutions and Services (“ISS”) and
Perceptive Software. The information included in this report has been prepared under the current
organizational structure for all periods presented. Refer to Part Il, Item 8, Note 20 of the Notes to
Consolidated Financial Statements for additional information regarding the Company’s reportable
segments.



In August 2012, the Company announced it will exit the development and manufacturing of inkjet
technology. The Company will continue to provide service, support and aftermarket supplies for its
inkjet installed base.

Revenue derived from international sales, including exports from the United States of America (“U.S.”),
accounts for approximately 55% of the Company’s consolidated revenue, with Europe, Middle East
and Africa (“EMEA”) accounting for 35% of worldwide sales. Lexmark’s products are sold in more than
170 countries in North and South America, Europe, the Middle East, Africa, Asia, the Pacific Rim and
the Caribbean. This geographic diversity offers the Company opportunities to participate in emerging
markets, provides diversification to its revenue stream and operations to help offset geographic
economic trends, and utilizes the technical and business expertise of a worldwide workforce. Currency
exchange rates had a 3% unfavorable impact on 2012 revenue compared to 2011. Refer to
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Effect of
Currency Exchange Rates and Exchange Rate Risk Management for more information. A summary of
the Company’s revenue and long-lived assets by geographic area is found in Part II, Item 8, Note 20 of
the Notes to Consolidated Financial Statements included in this Annual Report on Form 10-K.

Market Overview!

Lexmark serves both the distributed printing and imaging and content and process management markets
(ECM, BPM, search, DOM and intelligent capture) with a focus on business customers. Lexmark
management believes the total relevant market opportunity of these markets combined in 2012 was
approximately $80 billion. Lexmark management believes that the total relevant distributed printing and
imaging market opportunity was approximately $70 billion in 2012, including printing hardware, supplies
and related services. This opportunity includes printers and multifunction devices as well as a declining
base of copiers and fax machines that are increasingly being integrated into multifunction devices. Based
on industry information, Lexmark management believes that the overall distributed printing market
declined slightly in 2012. The distributed printing industry is expected to experience flat to declining
revenue overall over the next few years but, continued growth is expected in managed print services,
multifunction products (“MFPs”), and color lasers which are all areas of focus for Lexmark. Managed print
services and fleet solutions are expected to continue to experience double digit annual revenue growth
rates over the next few years and content and process management software markets, that Lexmark
participates in, are projected to grow approximately 10% annually over the next few years, both based on
analyst estimates. In 2012, the total relevant content and process management software market was
approximately $10 billion, excluding related professional services. However, management believes the
total addressable market is significantly larger due to relatively low penetration of content and process
management software solutions worldwide.

In general, as the printing and imaging market matures and printer and copier-based product markets
continue to converge, the Company’s management expects competitive pressures on product prices to
continue. However, management believes that this convergence represents an opportunity for printer-
based product and solution vendors like Lexmark to displace copier-based products in the
marketplace. The Company’s management believes that the integration of print/copy/fax/scan
capabilities enables Lexmark to leverage strengths in network printing and related document workflow
solutions. Lexmark management also believes that it is well positioned to capture faster growing
software and services opportunities that are associated with providing managed print services and
content and process management software and services (ECM, BPM, DOM, intelligent capture and
search) that are focused on streamlining and automating document-intensive business processes, as
well as reducing unnecessary print. Lexmark sees a significant opportunity to take a leadership role in
providing innovative printing, imaging, content and process solutions and services to help customers
improve their productivity and business performance.

1 Certain information contained in the “Market Overview” section has been obtained from industry sources, public information
and other internal and external sources. Data available from industry analysts varies widely among sources. The Company
bases its analysis of market trends on the data available from several different industry analysts.
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The content and process management software and services markets serve business customers.
These markets include solutions for capturing all types of unstructured information such as hardcopy,
photographs, emails, images, video, audio and faxes, and the intelligent tagging of this information in
order to streamline and automate process workflows while managing changes to both content and
processes in support of governance and compliance policies. These markets also include solutions
that help businesses understand existing processes, design and manage new processes, and enable
the assembly of content into meaningful communications with their customers and partners. These
solutions help companies leverage the value of their content, processes, and people by seamlessly
integrating the user experience with existing enterprise systems, with the result being growth, higher
productivity, lower costs, and increased customer satisfaction.

The continued digitization of information as well as the electronic distribution of information, has led to
the rapid growth of unstructured digital information. Unstructured digital information is represented by
office documents, emails, photographs, audio and video files, document and image scans and other
information that is not stored in a traditional structured database. Lexmark management believes that
the deployment of content and process management systems and associated workflow solutions to
effectively capture, manage and access this unstructured information is a significant long term
opportunity. Lexmark management also believes the growth in unstructured digital information and the
systems to manage it continues to positively impact the distributed printing and imaging market
opportunity relative to centralized printing and imaging, as more of the information that is being printed
and captured is on distributed devices and less on commercial and centralized devices. Lexmark’s
customers are increasingly interested in streamlining and automating document workflows and
business processes in order to reduce costs and/or improve customer service. Improving business
processes includes reducing physical handling, movement and storage of hardcopy documents, as
well as reducing unnecessary and wasteful printing. Lexmark sees the greatest waste in high volume
centralized print which includes the need to physically transport printed materials to the point-of-need
and has been traditionally associated with considerable amounts of unused and wasted printed
material. Lexmark’s distributed print and enterprise content and business process management
solutions and services are focused on reducing centralized print and reducing unnecessary distributed
print as well.

Laser technology based products within the distributed printing market primarily serve business
customers. Laser products can be divided into two major categories — large workgroup products and
lower-priced small workgroup products. Large workgroup products are typically attached directly to
large workgroup networks, while small workgroup products are attached to personal computers (“PCs”)
and/or small workgroup networks. Both product categories include color and monochrome laser
offerings.

The large workgroup products include laser printers and MFP devices, which typically include high-
performance internal network adapters and are easily upgraded to include additional input and output
capacity and finishing capabilities as well as additional memory and storage. Most large workgroup
products also have sophisticated network management tools and are available as single function
printers and MFP devices that print/copy/fax and scan to network.

Color and MFP devices continue to represent a more significant portion of the laser market. The
Company’s management believes that these trends will continue. Industry pricing pressure is partially
offset by the tendency of customers to purchase higher value color and MFP devices and optional
paper handling and finishing features. Customers are also purchasing connected smart MFPs and
document and process management software solutions and services to optimize their document-
related processes and infrastructure in order to improve productivity and cost.

Strategy

Lexmark’s strategy is based on a business model of investing in technology to develop and sell printing
and imaging and content and process management solutions, including printers, multifunction devices
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and software solutions with the objective of growing its installed base of hardware devices and
software installations, which drives recurring printing supplies sales and software subscription,
maintenance and services revenue. Supplies have been the primary profit engine of the business
model. Supplies profit helps fund new technology investments in products, solutions, services and
software. As Lexmark continues to increase its mix of managed print services and software solutions,
management anticipates that the Company’s annuity mix will increasingly include software and
services, in addition to printing supplies. The addition of Perceptive Software and its expansion through
Pallas Athena, Brainware, Isys, Nolij and Acuo Technologies add to Lexmark’s traditional strength in
providing document process solutions for specific industries and business processes. The Company'’s
management believes that Lexmark has the following strengths related to this business model:

* First, Lexmark is highly focused on delivering printing, imaging, and software solutions and
services for specific industries and business processes in distributed environments. The
Company’s management believes that this focus has enabled Lexmark to be responsive and
flexible in meeting specific business customer needs.

» Second, Lexmark internally develops both monochrome and color laser printing technology.
The Company’s monochrome laser technology platform has historically allowed Lexmark to
provide one of the best values in enterprise network printer-based products and also build
unique capabilities into its products that enable it to offer customized printing and document
workflow solutions. Lexmark also internally develops its print, content and process
management software platforms and tools that enable it to provide leading edge managed print
services and content and process management solutions.

e Third, Lexmark, through Perceptive Software, internally develops ECM, BPM, DOM, intelligent
capture, search and healthcare specific medical imaging and vendor neutral archive software
products and corresponding industry tailored solutions to help companies manage the lifecycle
of their content and business processes all in the context of their existing enterprise
applications. This combination of platform, product, and solutions integrates rapidly into a
customer's existing IT infrastructure and is easy to use, which drives user adoption and
accelerates the customer’s process improvements.

* Fourth, Lexmark has leveraged its technological capabilities and its commitment to flexibility
and responsiveness to build strong relationships with large-account customers and channel
partners, including distributors and value-added resellers. Lexmark’s path-to-market includes
industry-focused consultative sales and services teams that deliver unique and differentiated
solutions to large accounts and channel partners that sell into the Company’s target industries.

Lexmark is focused on driving long-term performance by strategically investing in technology,
hardware and software products and solutions to secure high value product installations and capture
profitable supplies, software subscriptions, and maintenance and service annuities in document-
intensive industries and business processes.

Lexmark’s 1SS segment continues to focus on capturing profitable supplies and service annuities
generated from its monochrome and color laser printers and MFPs. Associated strategic initiatives
include:

« Expanding and strengthening the Company's product line of workgroup, color and MFP
devices;

 Advancing and strengthening the Company’s industry solutions including integrated ECM,
BPM, DOM, intelligent data capture and search solutions to maintain and grow the Company’s
penetration in selected industries;

 Advancing and growing the Company’s MPS business; and

« Expanding the Company’s rate of participation in market opportunities and channels.
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ISS’ strategy requires that it provide an array of high-quality, technologically-advanced products and
solutions at competitive prices. 1SS continually enhances its products to ensure that they function
efficiently in increasingly-complex enterprise network environments. It also provides flexible tools to
enable network administrators to improve productivity. ISS’ target markets include large corporations,
small and medium businesses (“SMBs”), and the public sector. ISS’ strategy requires that it continually
identify and focus on industry-specific print and document process-related issues so that it can
differentiate itself by offering unique industry solutions and related services. With the introduction of
new laser products that began in the fall 2012, ISS has significantly strengthened the breadth and
depth of its workgroup laser line, color laser line and laser MFPs.

Because of ISS’ strength and focus on printing and document process solutions, the Company has
formed alliances and original equipment manufacturer (“OEM”) arrangements to pursue incremental
business opportunities through its alliance partners.

The acquisitions of Perceptive Software, Pallas Athena, Brainware, Isys, Nolij and Acuo Technologies
enhance Lexmark’s capabilities as a content and process management solutions provider, expand the
Company’s market opportunity, and provide a core strategic component for Lexmark’'s future.
Lexmark’s software strategy is to deliver affordable, industry and process specific workflow enhancing
solutions through deep industry expertise and a broad content and process management software
platform, in a model that is easy to integrate, use, and support. Key software strategic initiatives
include:

* Advancing and growing the Company’s content and process management solutions business
internationally;

* Expanding and strengthening the Company’s content and process management software
product line; and

* Expanding the Company’s rate of participation in content management, business process
management and case management software market opportunities.

Segment Information — ISS
* Products — ISS

ISS offers a broad portfolio of monochrome and color laser printers and laser MFPs, as well as
supplies, software applications, software solutions and managed print services to help businesses
efficiently capture, manage and access information. ISS laser products are core building blocks for
enabling information on demand. They are designed to enable intelligent document capture in addition
to delivering high-quality printed output on a variety of media types and sizes. When combined with
innovative document management and business process workflow software, primarily from Perceptive
Software, these products accelerate productivity by connecting people with the information they need.

o0 Monochrome Laser

In 2012, ISS launched an extensive array of new products in its portfolio of A4 (8.5 inch x 11 inch
paper support) monochrome laser printers and monochrome multifunction printers. The new devices
are built on an enhanced technology platform that extends enhanced performance, solutions
capabilities, advanced security, and mobile printing support across 1SS’s 2012 product portfolio.

Within the single-function monochrome laser printer category, ISS announced 16 new models,
spanning five new series. The Lexmark MS310, MS410, MS510, MS610 and MS810 Series printers
are designed to meet the needs of small and large workgroups. These new monochrome laser printers
deliver print speeds ranging from 35 pages per minute (ppm) to 70 ppm. ISS also continues to offer the
W850 Series for large or departmental workgroups that require A3 (11 inch x 17 inch) paper support,
as well as a modular scanner option, the MX6500e, which transforms selected high-end Lexmark A4
printers into fully featured multifunction devices.



Within the monochrome multifunction laser printer category, ISS announced 15 new models, spanning
six new series. The Lexmark MX310, MX410, MX510, MX610, MX710 and MX810 Series MFPs
deliver fast scanning and print and copy speeds ranging from 35 ppm to 70 ppm. ISS also continues to
offer the A3-capable X860 Series.

o Color Laser

In 2012, ISS also launched an extensive array of new color products, announcing nine new single-
function color laser printers and eight color multifunction printers. All of these new color products
feature Lexmark Named Color Replacement technology and PANTONE® calibration to enable
customers to match their corporate brand colors when printing marketing collateral and other high-
profile documents on their Lexmark devices.

The new Lexmark CS310, CS410, CS510 and C740 color laser printers and the new Lexmark CX310,
CX410, CX510 and X740 Series color multifunction printers are designed for small workgroups.
Models within these series offer performance and features typically present on larger devices, such as
4.3-inch touch screens and built-in productivity tools and apps. The Lexmark C740 Series color laser
printers and Lexmark X740 Series color multifunction printers also boast a maximum paper input
capacity of up to 4,300 sheets. For larger workgroups, ISS continues to offer the Lexmark C790 Series
single-function printers and Lexmark X790 Series MFPs, which offer 50 pages per minute output speed
and paper handling and finishing options. For departmental workgroups that require A3 paper support,
ISS continues to offer the C900 Series printers and X900 Series MFPs.

o Inkjet MFPs and AlOs

In August of 2012, Lexmark announced it would cease development of inkjet technology and products.
During 2012, Lexmark ended development of all inkjet hardware. Lexmark will continue to provide
supplies, parts, service and support for its installed base of inkjet products.

o Dot Matrix Products

ISS continues to market several dot matrix printer models for customers who print multipart forms.

o Supplies and Service Parts

ISS designs, manufactures and distributes a variety of cartridges, service parts and other supplies for
use in its installed base of laser, inkjet and dot matrix printers. Revenue and profit growth from the ISS
supplies business is directly linked to the ability to increase the installed base of ISS laser products or
the usage rate of those products. Lexmark management believes that ISS is an industry leader with
regard to the recovery, remanufacture, reuse and recycling of used laser supplies cartridges and
service parts, helping to keep empty cartridges and service parts out of landfills. Attaining that
leadership position was made possible by various empty cartridge and used parts collection
programs administered by 1SS around the world. ISS continues to expand cartridge and service
parts collection to further expand its remanufacturing business and this environmental commitment.

o Managed Print Services and Customer Support Services

ISS offers a wide range of services covering its line of printing products and technology solutions
including maintenance, consulting, systems integration and MPS offerings to provide a comprehensive
output solution. Lexmark Global Services provide customers with an assessment of their current
environment and a recommendation and implementation plan for the future state and ongoing
management and optimization of their output environment and document related workflow/business
processes. Managed print services allow organizations to outsource fleet management, technical
support, supplies replenishment, maintenance activities and other services to Lexmark.
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Through its MPS offerings, ISS gives customers greater visibility and control of their printing
environment. These services include asset lifecycle management; implementation and
decommissioning services; proactive consumables management; remote device monitoring and
management; and business process optimization consulting. These services are tailored to meet each
customer’s unique needs to ensure their mission-critical business processes run smoothly.

ISS is committed to delivering fast problem resolution and customized services and support to help
customers get the most out of their Lexmark purchase. Lexmark Customer Support Services are
comprised of authorized maintenance and repair, technical support, warranty support and parts
operations. From basic service coverage to comprehensive support, Lexmark offers a range of plans to
meet the specific demands of the customer’s output environment and reduce costly downtime.

ISS printer products generally include a warranty period of at least one year, and customers typically
have the option to purchase an extended warranty. Extended warranties may be purchased at any time
during the printer's base warranty year(s) and are available on 1SS laser and dot matrix devices for a
total warranty period of two, three, or four years.

* Marketing and Distribution — ISS

ISS employs large-account sales and marketing teams whose mission is to generate demand for its
business printing solutions and services, primarily among large corporations, small and medium
businesses, as well as the public sector. These sales and marketing teams primarily focus on
industries such as financial services, retail, manufacturing, education, government and health care,
and in conjunction with ISS’ development and manufacturing teams, are able to customize printing
solutions to meet customer needs for printing electronic forms, media handling, duplex printing,
intelligent capture and other document workflow solutions. ISS distributes and fulfills its products to
business customers primarily through its well-established distributor and reseller network. The 1SS
distributor and reseller network includes IT Resellers, Direct Marketing Resellers, and Copier Dealers.

ISS’ international sales and marketing activities for business customers are organized to meet the
needs of the local jurisdictions and the size of their markets. Operations in EMEA, North America, Latin
America and Asia Pacific focus on large-account and SMB demand generation with orders primarily
filled through distributors and resellers.

Supplies for both laser and inkjet products are generally available at the customer’s preferred point-of-
purchase through multiple channels of distribution. Although channel mix varies somewhat depending
upon the geography, most of ISS’ laser supplies products sold commercially in 2012 were sold through
the ISS network of Lexmark-authorized supplies distributors and resellers, who sell directly to end-
users, or to independent office supply dealers. Inkjet supplies are primarily sold through large office
superstores, discount store chains, distributors, online, wholesale clubs, and consumer electronics
stores.

ISS also sells its products through numerous alliances and OEM arrangements. During 2012, no one
customer accounted for more than 10% of the Company’s total revenues. In 2011 and 2010, one
customer, Dell, accounted for $415 million or approximately 10% and $461 million or approximately
11% of the Company’s total revenue, respectively.

* Competition — ISS

ISS continues to develop and market new products and innovative solutions at competitive prices. New
product announcements by ISS’ principal competitors, however, can have, and in the past, have had, a
material impact on the Company’s financial results. Such new product announcements can quickly
undermine any 